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Assessing the risks and opportunities abead

The cover story of this issue
provides a summary of one of the
most important USDA co-op
reports of recent years: “Agricul-
tural Cooperatives in the 21st Cen-
tury” (RBS Cooperative Informa-
tion Report 60.) The article (and
report on which it is based) pre-
sents an overview of what many of
the nation’s leading cooperative
thinkers believe to be the critical
challenges cooperatives must come
to grips with if they are to remain
viable in the years ahead.

"This report reflects the thoughts of
79 cooperative executives, board mem-
bers, university professors and staff,
farm organization leaders, cooperative
council members and cooperative advi-
sors, each of whom devoted a day of
their time to participate in one of six
focus group meetings held across the
nation. Their commitment exemplifies
the importance they all attached to this
exercise, knowing that the margin of
error becomes ever thinner in agricul-
ture. For those who do not have a good
overview of the road ahead, the odds
are slim for a successful journey.

The result of these six days of
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For those who do not

have a good overview

of the road abead, the
odds are slim for a
successful journey.

intensive discussions is a compendium
of the views and ideas—the collective
wisdom—of these leaders on the role
of cooperatives at the dawn of the
21st century. We at USDA again
express our thanks to these 79 leaders
and thinkers, whose cooperation rep-
resents the type of support USDA has
relied on from the co-op community
in the 78 years since Congress first
mandated that USDA play a key role
in increasing public understanding
and use of the cooperative form of
business.

Does Congress’ encouragement for
collective problem solving through coop-
eratives still have relevance in the 21st
century? The answer, from our focus

USDA co-op program leader Torgerson to retire

Randall Torgerson, deputy administrator for USDA/RBS Cooperative Services
has announced his retirement, effective Jan. 10, 2003, ending his career of 29
years at USDA, including 27 years as the leader of USDA’s cooperative program.
Torgerson, a native of Wisconsin, left a position as ag economics professor at
the University of Missouri-Columbia in 1974 to become a staff economist to the
administrator of USDA's Agricultural Marketing Service. In 1975, Agriculture
Secretary Earl Butz appointed him as administrator of the Agricultural Coopera-
tive Service. Torgerson plans to continue to reside in Fairfax County, Va., and to
remain active in promoting cooperatives, his lifelong vocation and passion. m
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group members, was an emphatic
“Yes!” In fact, they see such action as
even more imperative today, given
disparities in market power between
vulnerable independent producers
and the increasing level of concen-
trated economic power in the food
manufacturing/retailing sector and
farm input suppliers.

The focus group participants saw
governance, capitalization, member
relations and benefit-sharing issues

as becoming increasingly complex and
difficult. But there are rational solu-
tions. Panelists recommended more
analysis of these issues by USDA/RBS
Cooperative Services through its
research, technical assistance and edu-
cation programs.

Work of this nature by USDA can
only continue with support of, and
interaction with, the cooperative com-
munity. It is your cooperatives that
supply the vital economic data
(through our annual survey) and pro-
vide other information on strategies
and business operations, etc., that are
so essential to our efforts.

Improvements in the legal frame-
work for cooperation and the building
of effective working relationships
among cooperatives to strengthen
members’ purchasing and marketing
power are possible through close inter-
action between cooperatives and the
public sector program that serves them.

Cooperative and farm community
leaders, as well as university faculty,
devoted valuable time and effort to
observe, comment and recommend.
Now it is our collective task to respond.

Randall Torgerson, Deputy Administrator
USDA Rural Business-Cooperative Service
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Meeting the challenge:
Co-ops in the 21st century

By John Dunn, Anthony Crooks,
Donald Frederick, Tracey Kennedy,
James Wadsworth

Editor's Note: The authors are all staff members of
USDA/RBS Cooperative Services. This article is a summary of
recently published RBS Cooperative Information Report 60,
"Agricultural Cooperatives in the 21st Century.” It is
available on-line atr the RBS publications Web site:
bttp://www.rurdev.usda.gov/rbs/pub/newpub.btm. 1o receive a
free hard copy of the report, send an e-mail request, including
your mailing address, to: dan.campbell@usda.gov, or fax
requests to (202) 690-4083.

he start of the 21st century is a time of change
and challenge for agricultural cooperatives. In
late 2001, USDA/RBS Cooperative Services
(CS) staff conducted six workshops around
the country that examined what cooperatives
must do to survive and thrive in the years ahead. Each ses-
sion consisted of a moderator and 10-15 cooperative man-
agers, directors and advisers. They spent a full day dis-
cussing external and internal issues and forces confronting
cooperatives and priorities for shaping future cooperatives.

After the last workshop, USDA co-op specialists com-
bined the ideas expressed by the participants with indepen-
dent research findings by its staff and others into a com-
prehensive report, “Agricultural Cooperatives in the 21st
Century.” This article summarizes the observations and
recommendations in that report.

External issues

The world in which cooperatives operate, both on the
farm and in the marketplace, is changing at a rapid pace. To
remain viable in the 21st century, cooperatives must recog-
nize and adjust to meet the challenges created by the chang-
ing marketplace. These include:

Changing farm demographics. Fifty years ago,
America’s farms were predominately operated by tradi-
tional family farmers who relied on farming for their
income and farmed with the assistance of family mem-
bers, but little or no hired help. Today, large “commer-
cial” farms that comprise only 8 percent of the farm pop-
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ulation generate 68 percent of all farm production.

At the other end of the spectrum, part-time farmers
account for 62 percent of the farm population, but generate
only 8 percent of farm production. Much of the cooperative
system was built to support traditional family farmers. Coop-
eratives must adapt to a diverse membership that requires
different services, products and structures.

Technological innovation. Various technology develop-
ments are impacting every operation of farmer cooperatives,
including:

1. Transportation. Large trucks and wide, smooth roads are
making obsolete local grain elevators and farm supply stores
built to serve farmers who hauled their production to market
and their supplies back home in horse-drawn wagons and
early pick-up trucks.

2. Information. Computers make possible ever-faster col-
lection, analysis and dissemination of information among
potential buyers and sellers of agricultural production and
food products, shortening the time period in which purchase,
inventory and pricing decisions are made. Cooperatives must
evaluate their role in a marketplace that values nimbleness,
flexibility and information over stationary structures and
physical inventory.

3. Biotechnology. Biologically based innovations are provid-
ing exciting new products, such as ethanol and bio-diesel,
bio-polymers and plant-based pharmaceuticals. Historically,
improved plant varieties have been developed by land-grant
universities and made available to the public at large. Now,



investor-owned firms and universities with large research and
development budgets form alliances to patent and profit from
their discoveries. Producers and cooperatives are struggling
to find a role in this growth area.

Consolidation and Industrialization. Consolidation
among firms at the processing, wholesale and retail levels of
the U.S. food marketing system continues unabated. Domi-
nant retail firms, led by Wal-Mart, are implementing supply-
chain management techniques that place increasing burdens
on suppliers to provide quality product at the lowest possible
price, when and where the buyer wants it. Large food proces-

sors, following the lead of

poultry marketers, are inte-
grating their operations and
dictating how farmers will
grow their crops and live-
stock. As a consequence, even
the largest cooperatives are
finding it difficult to exert
market influence and bar-
gaining strength.
Globalization. Commu-
nication and transportation
developments are leading
toward a truly world market
for agricultural supplies and
products. Farmers and coop-

eratives must learn to do business in an environment where
they compete and do business with not only the firms down
the street, but also the ones on the other side of the globe.
Consumerism. Technological breakthroughs, notably
bar coding, are making it easier to identify and track con-
sumer preferences and increasing consumer influence over
food marketing. The future of commodity-oriented coop-
eratives, whose members tend to produce whatever they
want and expect their cooperative to sell it for top dollar,
may be limited. To be viable in the future, cooperatives
must offer products consumers want and that can be sold

for more than the cost of producing and marketing them.

Internal Issues

As cooperatives strive to meet the challenges of an evolv-
ing business climate, they must also deal with issues within
their own organization and operation.

Acquiring equity. Cooperative principles limit the oppor-
tunity and appeal for non-members to provide equity to
cooperatives. Farmers are often either unable or unwilling to
adequately capitalize their cooperatives. This saddles cooper-
atives with weak balance sheets and makes it difficult for
them to provide basic services, let alone fund efforts to take
advantage of new business opportunities.

Diverging memberships. Cooperative memberships
reflect the growing disparity among producers. Commercial
farmers frequently want different things from their coopera-
tive than do part-time or retired producers. New business
strategies may be necessary to satisfy the desires of a hetero-
geneous membership.

Board effectiveness. User control is often implemented
by a board of directors composed entirely of producer-mem-
bers. Many of these directors lack the training and experi-
ences to analyze options for dealing with 21st century issues
such as supply chains, technological innovations, complex
business arrangements and globalization.

Federated model. The federated structure, in which
producers form local cooperatives that, in turn, form large
regional cooperatives to acquire supplies and market prod-
ucts, is under severe pressure. Many local grain marketing
and farm supply cooperatives are not consistently prof-
itable. They expect their regional federated cooperative(s)
to be the low-cost source of farm supplies, pay a premium
for product delivered for sale and issue a hefty cash patron-
age refund each year.

Locals are sometimes viewed as unresponsive to the need
for change—especially when it comes to closing surplus,
unprofitable facilities and to investing in new business oppor-
tunities likely to be profitable in the 21st century. Some
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doubt exists as to whether a system with multiple layers of
profit and decision-making centers can take the swift, deci-
sive actions required to succeed in the years ahead.

Recommendations

Two themes permeate strategies for cooperatives to succeed in
the 21st century. First, greater investment is needed in the people
who make up cooperatives. Members, directors, managers and
advisers must have the skills required to deal with 21st century
issues. Otherwise, they will neither com-
pletely understand the options available
nor have the ability to analyze them and
make sound business decisions.

Second, an emphasis must be
placed on pragmatism and prof-
itability. Cooperatives are businesses.
In the years ahead, they should focus
on solving business problems and pro-
viding value to their members. If they
don’t, members will stop patronizing
them and they will just fade away.

1. Accept and embrace change.
Wishing markets had stopped chang-
ing at a certain time, or managing a
cooperative as if they had, is a sure

giving the members the power to remove outside directors
who fail to meet their approval.

Managers must be able to work effectively in a cooperative
setting. They may not have the impact on director selection
they would in an investor-owned firm (IOF). And as the own-
ers are the users, cooperative managers must accept share-
holders walking into their office with often critical comments,
while in an IOEF, the shareholders may not even know where
the headquarters is located. When selecting top management,
prior cooperative experience should be
an important criteria.

3. Maintain a solid equity base.
Cooperatives must give producers rea-
sons to invest their scarce financial
resources. Providing quality goods and
services at reasonable prices is part of
the answer.

Some farmers are using new and cre-
ative financing strategies compatible
with cooperative principles. The new-
generation model cooperative gives
farmer-owners the option to sell their
equity to other producers at a market
price. This complies with the user-
owner, user-control or user-benefit

prescription for disaster. Industrializa-
tion, globalization and technological
innovation are here to stay. They are

Tommy Engelke, executive vice president of
the Texas Agricultural Cooperatives Council,
makes a point during a focus group meeting in
Washington, D.C. USDA photo by Dan Campbell

tenets. In other instances, outsiders
may purchase dividend-bearing but
non-voting preferred stock. While this

continuously evolving and presenting
new and different challenges and opportunities. And as coop-
eratives move through the 21st century, other developments
will have an equal or greater impact. Cooperatives must
accept and embrace change.

The recommendations that follow will not be implement-
ed if this one is ignored. Cooperative leaders who refuse to
accept change can be expected to take the easy way out when
confronted by it: do nothing and hope for the best. Direc-
tors, managers and advisers must reject this approach and
implement strategic planning programs that systematically
look at yesterday, today and tomorrow. We should view
“where we have been and where we should be” not as ends in
themselves, but rather as foundations for building coopera-
tives that thrive in the years ahead.

2. Strengthen cooperative leadership. Cooperatives
need leaders who are prepared to meet the challenges of the
21st century.

Cooperatives must broaden the skills and experiences of
their directors. The selection of farmer-directors should be
based on ability, not popularity. Directors, once elected,
shouldn’t automatically serve for life. Longevity can be a cri-
teria for director selection, but it should not be the only cri-
teria. Cooperatives should consider adding outside directors
to their boards, especially people with skills in areas where
many farmer-directors lack experience, such as food market-
ing and corporate finance. Grower control is maintained by
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is a modest departure from strict user-
ownership and user-benefit, it protects the key principle of
user-control.

If cooperatives are to be adequately capitalized in the years
ahead, either members will need to provide additional fund-
ing or cooperatives will have to turn to other sources. The
pertinent questions then become, how much capital can
farmers provide without jeopardizing their own financial
health and how much can cooperatives accept from outsiders
without jeopardizing their cooperative character?

4. Emphasize education. Cooperative education is an
investment and should be viewed as such by both cooperative
and public decision makers. While the importance of cooper-
ative education has not diminished over the past few decades,
the resources devoted to it have been severely curtailed.

Director training is the No. 1 priority. Without the proper
training, the pressure will mount on farmer-directors to abdi-
cate their role as stewards of their members’ assets to out-
siders with the expertise to run the business but not the
appreciation for the importance of the member-user that
makes a cooperative special.

Cooperative education is urgently needed for other
audiences as well: employees, members, youth, young
farmers and the general public. Cooperative leaders have
allowed, even facilitated, an across-the-board erosion in
cooperative education. In the long run, this can be as
continued on page 36



By Randall E. Torgerson,
Deputy Administrator
Rural Business-Cooperative
Service, USDA

Editor’s Note: The following is excerpted
from a speech Torgerson gave at the 57th
annual meeting of Tennessee Farmers Coop-
erative, Nashville, Tenn., in December.

he general economy and

the agricultural sector

have been experiencing

some of the most trying

economic times in our
nation’s history. The bursting of the
technology stock bubble resulted in the
longest sustained bear market of recent
times. The Sept. 11 terrorist attacks on
the Pentagon and World Trade Center
and the corporate accounting scandals
that have rocked Wall Street have also
had a negative impact on the economy
and (in the latter case) caused a loss of
consumer confidence.

On the farm front, commodity prices
in many sectors remain low due to
global oversupplies and a more free
flow of goods across borders, resulting
in a severe cost/price squeeze that is
causing many farmers to struggle and to
dip into their equity reserves. These
have affected farmers’ purchasing habits
for farm supplies, causing harsh times
for input suppliers. In the middle of this
year, Congress passed the Farm Securi-
ty and Rural Investment Act of 2002,
pumping substantial direct government
payments into the farm economy.

While management of accounts
receivable has received increased atten-
tion, the high incidence of bad debts
has made collections difficult. Interest

rates, a bright spot, have been lowered
to help stimulate the economy and
remain at the lowest levels in many
years, but returns on savings are like-
wise reduced. Strong real estate prices
and recent tax cuts are also credited by
some for helping to deflect some of the
pain of the bear market.

Our RBS Cooperative Services unit
in USDA Rural Development recently
reported that net business volume for
the nation’s 3,229 farmer-owned mar-
keting, farm supply and related service
cooperatives topped $103 billion in
2001. Net income climbed to $1.36 bil-
lion, up over 6 percent from 2000. Farm
supply cooperatives saw net income
increase by nearly 38 percent, driven by
higher margins on petroleum sales.

Farm production supply sales
climbed 2.8 percent, with fertilizer and
petroleum sales up by over 8 percent,
and seed sales up by over 14 percent.
Sales of crop protectants, feed and oth-
er farm supplies were all down. On the
marketing side, livestock, poultry and
milk notched the biggest sales gains in
2001, while sales in almost all other
agricultural commodities fell. Com-
bined assets of farmer-owned coopera-
tives reached $48.5 billion in 2001 and
net worth was just over $20 billion.

With such positive news on the
cooperative front generally, why do
some express serious concerns about
the health of farmer cooperatives?

While cooperatives collectively
demonstrated improvement over results
in 2000, a number of regionals had low
or negative earnings. In particular, the
recent Chapter 11 bankruptcy declara-
tions by Farmland Industries, the
nation’s largest cooperative, and Agway,

a large Northeast regional, have raised
eyebrows in the farm community and
caused a few skeptics to suggest that
cooperatives are an outdated business
model. The trade and agricultural press
have recently published articles adding
to this debate. Headlines I've seen in
Northeast and Upper Midwest newspa-
pers include: “Co-ops at a crossroads,”
“Co-ops challenged” and “Brutal year
keeps getting worse for cooperatives.”
Obviously, what affects farmers
influences the performance of their off-
farm businesses: their cooperatives. But
all news has not been bad. Poor perfor-
mance by a few does not indict the
cooperative model of doing business,
nor does it negate in any way, shape, or
form the necessity for farmers to work
together for their own economic good.
Farmers generally continue to have
untapped equity in the rising value of
their farms that can be leveraged for
productive investments in off-farm,
value-added or other endeavors to
enhance their farm-related incomes.
The challenge for members, direc-
tors and management is to constantly
assess the economic environment in
which cooperatives are operating and
to make the necessary adjustments to
keep their cooperative system on the
cutting edge to meet members’ needs
in the most efficient and effective ways
possible. This is a tall order given
changes occurring in the makeup of
production agriculture, farm programs
and among the customers and competi-
tors that cooperatives face. But this is
the real world in which we live today.
Learning from the experiences of
others can help guide your organiza-
tion. It is a good time to seriously
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reflect on some of these basic lessons
learned.

Cooperatives that have found them-
selves in trouble have often relied too
heavily on debt financing. The highly
leveraged position has left them
exposed during inevitable industry
down cycles and unable to withstand
prolonged periods of stress, such as we
are now experiencing. And too much
money that could otherwise be
returned to farmers is going into
lenders’ pockets. Members of coopera-
tives at all levels—local and regional—
need to remind themselves that it is
their responsibility to properly capital-
ize their cooperative businesses.

Don’t be afraid to remind members
of this responsibility and to ask them
for further capital contributions to sup-
port their cooperative business. This is
especially true when entering new busi-
ness lines, such as value-added market-
ing. Members benefitting from such
new activity should be encouraged to
make capital contributions proportion-
ate to the newly undertaken business
activity in which they are participating.

It is difficult for any business to
extend itself beyond the carrying
capacity of its equity base. When that
happens and losses occur, owners
stand the risk of credit institutions
effectively displacing their governance
role and becoming managers of the
company store.

There is a natural tendency in feder-
ated cooperative systems to resist
change. A recently completed report by
our agency, Cooperatives in the 21st Cen-
tury (see page 4), discusses the heavy
pressure on federated cooperatives. The
main reason for this is that while farm
populations have shrunk, we still have
plants and facilities that exceed the
needs of the customer base. This trans-
lates into maintenance of higher costs
within the cooperative system com-
pared to competitors. These costs are
seen in redundant assets, under-per-
forming plants and stores, repetitive

handling and transportation of prod-
ucts, and layers of profit centers within
the federated system that may be out-
dated in today’s market.

Boards of directors are asked to
address these cost issues and to ratio-
nalize their local operations by making
sure—among other things — that they
remain capable of serving the 20 per-
cent of patrons who are doing 80 per-
cent of the business. If they don’t, cost
structure will remain high as business
drops off and members’ equity in their
cooperative will erode. This situation is
happening in too many instances across
the country.

Each business has its core compe-
tencies and knows them. Concentrat-
ing on delivering those products and
services to members profitably and cost
effectively is key to continuing success.
Constant assessment of member needs
and the actions of competitors is essen-
tial to being a survivor in today’s busi-
ness world. Diversifying into business
activity unrelated to members’ needs or
outside the expertise of management
can spread the cooperative too thin and
run the risk of weakened management
controls that lead to losses. It can also
lead to membership questions about
whom the cooperative is really benefit-
ting, which affects member loyalty.
Attempts to emulate the scope of activ-
ities of multi-national competitors—
or, for example, to “out Cargill,
Cargill”—will put members’ equity at
risk, and the cooperative as well. That
is what led to the demise of one of the
largest regional cooperatives.

Co-ops must realize that all links in
the food system are operating on thin
margins in a mature industry. Farmers
are fewer and larger. Despite growth in
farm size and an increase in the number
of smaller hobby farms, the total
acreage in farming has declined as urban
sprawl claims farmland. All market-
channel participants faced with this
dilemma seek to serve a shrinking mar-
ket. Often the means of growing market
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share is by gobbling up a competitor.

"To deal with this situation and stay
viable, many cooperatives have extend-
ed their base of operations through
merger, acquisitions and partnering
with other cooperatives. This spreads
overhead costs from operations over a
broader base while delivering products
and services to members more cost
effectively. Inefficient or poorly locat-
ed facilities are closed, sometimes
reluctantly, by a board of directors.
Much merger activity continues
among locally owned cooperatives
throughout the country as a strategy to
deal with this situation.

Further, a major realignment
of feed, fertilizer and petroleum
delivery has occurred through joint

arrangements among regional f

cooperatives. Thorough due
diligence is required as part
of the prenuptial process
so that unforeseen

skeletons in closets -

are discovered /

before, not i
after, combina- I"\
tions are execut-
ed. In some cases,
cooperatives have taken
on partners in totally unre-
lated lines of business and
found these to be not compatible
in the long run.

When mergers take place
or other businesses are
acquired, it is necessary to
take steps to fully integrate
this expanded business activ-
ity into the core activities of |
the business and operate
them on a cooperative basis.
Letting these remain outside
and “run loosely” often leads
to a holding company style of manage-
ment that can prove ill-adapted to
cooperatives. Cooperatives may require
more management oversight than oth-
er kinds of businesses at all levels to
maintain the focus on cooperative
objectives. Otherwise, economies of
size and scope are not captured from
loose confederations that lack effective
management controls. Similarly, com-
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plexity of the business arrangements
can increase to such an extent that,
quoting a Dutch source, members have
a difficult time “finding themselves in
their own organization.”

Growth through acquisitions is
common in mature industries and has
been practiced by a number of cooper-
atives, particularly by the largest 100
firms in the food industry. Indeed,
there has been a feeding frenzy on
small- and medium-sized competitors
by the largest 10 food firms. Acquisi-
tions, including those by cooperatives,
provide opportunities to expand opera-
tions territory, acquire brands and, in

l some cases, Open up a new customer
base or new line of business. When

0. negotiating terms of acquisition — as

: 0. with mergers—thorough attention

\ to due diligence is required. It is
also necessary to carefully
. weigh the price and pay-
o ~ back from such transac-
. tions. A number of
A .
™, troubled region-
D al cooperatives
7 have paid too
much for business-
es acquired.
Some cooperatives
have also chosen to partner
/ with investor-owned firms

through joint ventures to further
] accessing markets and making prudent
use of capital expenditures. Searching
for, and identifying, the right
partner involves meeting
mutual needs and meeting
those needs using win/win
strategies. Cooperatives are
encouraged to have at least
co-equal shares of ownership
and control in these ventures.
Also, having a predetermined
exit strategy is an important component
of entering into joint ventures with out-
side firms, since many of these arrange-
ments tend to be relatively short lived.

Farmers in the United States have one
of the best farm supply-delivery systems
found anywhere in the world. It didn’t

develop by accident, but rather through
farm leadership and management that
correctly perceived the need for develop-
ing channels of supplies, services and
marketing to remote rural communities.

Like all business sectors, farm sup-
ply distribution is affected by new tech-
nology, such as use of the Internet sys-
tem as a source of information on
prices and other terms of trade. It s
also affected by discount chains, such as
Home Depot, Lowes and Wal-Mart,
that sell supplies in bulk quantities.
How this technology and new competi-
tion are dealt with requires astute man-
agement and boards of directors sensi-
tive to changing buying habits.

Some faltering cooperatives have
circumvented their own stores and the
local cooperative system by instead
relying on dealer networks. While
farmers need to assess how much local
cooperatives must invest in assets, rely-
ing solely on a dealer system of delivery
often puts the regional cooperative a
step further removed from member-
patrons. And dealers are often fickle in
their loyalty to the supply sources, opt-
ing to move their business for a nickel.

A key requirement in today’s farm
supply business is to keep an eye on
farming trends. The mid-South region
has seen major crop shifts occur as
tobacco production has decreased and
dairying has diminished. In some states
in this region, there are more horses
today than there are dairy cows. While
the loss of dairies is a blow to many co-
ops, the horse industry provides a feed
marketing opportunity that could help
offset at least some of that loss.

Fertilizer sales continue to be affect-
ed by environmental concerns as phos-
phate levels build up on farms in many
states. Crop protectant sales have been
revolutionized by the use of Roundup,
which changed the whole margin struc-
ture in chemical sales. Cotton produc-
tion grew like gangbusters in the 1990s
in the Atlantic states, but has since flat-
tened out. In a number of areas, minor
crop production has increasingly pro-
vided new business opportunities.

While Internet sales have not yet
turned out to be all that was projected,
farmers like to price-shop. Providing
information can be very valuable to
farmers. A very informative Web page
will get farmers interested in your
cooperative, allowing farmers to visit it
afterhours. It also helps locals provide
information on services they offer,
products and hours of operation.

Global information systems and
global positioning system (GIS/GPS)
are very important words to farmers.
Even if they cannot afford it now, they
still want to know that your coopera-
tive is on the forefront of technology.
Locals need encouragement to acquire
this equipment and, in some instances,
to share it when demand is not great
enough to support an individual pur-
chase.

Use of crop and livestock produc-
tion specialists through regional sup-
ported programs keeps local employees
informed of new products and tech-
nologies. Certification of the program
and increased use of quality protocols
for identity-produced crops shows
farmers that there are top-notch
employees available to help them
understand new technologies. Similar-
ly, employment of marketing specialists
to help advise farmers on marketing
their output can greatly increase farmer
loyalty as well as input sales.

Cooperatives must stay attuned to
these trends and strategies to take
advantage of opportunities where
feasible.

Are cooperatives at a crossroads? In
many ways, yes, given the challenging
environment and instances of demise.
But as shown by the statistics mentioned
earlier, cooperatives remain a strong and
significant force in today’s marketplace.
There are both pluses and minuses for
co- ops in what I have said here today.
Either way, members and directors need
to stay fully attuned if they want to
properly position their cooperatives for
the times ahead. Here are six lessons to
keep in mind as we look forward to
good years ahead and a continuing
strong market presence:
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Annual reports:

How to read them and what they
should tell you about your co-op

By David Chesnick

USDA/RBS Economist ;
david.chesnick@usda.gov - [ O ]
SUTL

nnual reports present information about a cooperative at one point et

in time. By the time the auditors finish with their work and the =No doubt the produce indus

In order for Sunkist to remain

report is published, the information is already history. However, i
change along with it. The refc

they do provide a useful source of information about your cooperative. table will help Sunkist contind

While it illustrates the cooperative’s performance for the year, to be truly F""_'{”':c jiitery, Al ko

o working with a

valuable the annual report must have comparative d be & great ope

data. The comparison can be with similar businesses Jeff Ga
(P

or the same cooperative over a period Eride

of time. It is also important to
keep a calculator, pencil and paper
handy for analyzing the numbers.
While there is no single correct way to
read an annual report, there are some sec-
tions that should be read first. Good annual
reports usually contain six parts. However, not
all annual reports will contain all items. Some
include only a consolidated balance sheet and
statement of operations. Others will include all six
parts, along with non-financial information, such as
overviews of operations and new facilities, marketing
efforts and articles focusing on certain members.

The annual report generally flows in the following order:
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Clockwise from top: Sunkist
used a statement from its
president/CEQ on the cover of
a recent annual report, while
DFA showed a group of mem-
bers seen through a die-cut
window. When folded open,
the DFA report shows a drop
of milk creating concentric
rings and continues the mes-
sage from the cover with the
words “...can affect our entire
organization.” In the text por-
tion of its report, Diamond of
California used well-known
chef Martin Yan to demon-
strate the joys of cooking with
walnuts.

'ORT 2001

try is changing very rapidly.
competitive, we will have 1o
I prrrpr:rl.nl'b: 1'|1:||; ANe the
e to be @ major force in the
- growers competitive, [ look
| of vou in effectipe what

wrtunity for Sunkj

riulo
dr CEQ

1. CEO and/or board chairman’s report

2. Management’s discussion and analysis of financial
results

3. Multi-year summary of selected financial data

4. Auditor’s report

5. Financial statements

6. Footnotes

Auditor’s report

A good place to start reading the annual report is the audi-
tor’s report. This is a statement from the independent auditor
letting you know if the figures in the financial statements repre-
sent accurately the position of the cooperative and if they con-
form to the generally accepted accounting principles.

The report can be either non-qualified or qualified. A
non-qualified report means the auditors believe the finan-
cial reports are free of material misstatements. If the
report is qualified, the auditor will usually spell out what
its concerns are in relation to the numbers that are
reported.

CEO/Chairman’s report

Next, examine the CEO/chairman’s report. This report
is usually a summary letter that will outline the co-op’s per-
formance of the past year and provide some indications of
the plans for the cooperative’s future direction. The letter
should be clear, precise and honest about the ups and
downs for the past year. It should also briefly describe
major plans for the next year.

A good idea is to compare last year’s letter
with this year’s. Compare what the CEO
delivered against what was promised

during the previous year or two. If the

CEO was fairly accurate last year, there is

a good chance that he or she is on top of
the situation concerning the cooperative’s

business. If the trend is to consistently over-
promise and/or under-perform, then it might
indicate that the CEO or president isn’t being

totally honest with members or doesn’t have a

complete handle on the cooperative’s situation
or its operating environment.

Management discussion and
analysis of financial results

While the CEO/chairman’s report provides a sum-
mary of operations, the management’s discussion and
analysis should support that summary while filling in
the details of operations. This section also tends to be
written in more cautionary style than the CEO/chair-
man’s report and should be read in conjunction with it.
This will usually look at what significant changes occurred
during the past year.

"This section should focus on each segment of the cooper-
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ative’s business, including
operations and financial posi-
tion. It may also include an
analysis of the market and
competition.

Multi-year summary of
selected financial data

It is unusual for a coopera-
tive to find sudden success or
failure in one year’s time.
Even in the often volatile
world of agricultural com-
modities, situations that cre-
ate a “failure” or “success”
scenario usually develop
slowly, and the trends can
typically be identified by
comparing the co-op’s per-

Diamond’s powerful retail presence comes

from relentless commitment to brand support. As the
only tree nut brand backed by national relevision and
print advertising, plus promotional tools

to build year-round volume, retailers

profit from a strong partnership with
Diamond. This year's consumer print F&m
campaign reaches well beyond the baking aisle by showing
logical and innevative ties o
foods in ather secrions of the

?:'i‘l,_ "_:;i Y supermarket, More
than 48,000 in-store

paper and calculator.

The best way to look at the
financial statements is to
compare them over time. So
pull out the annual reports
saved from the past few years.
Financial analysis is beyond
the scope of this article and
there are many good books
that cover this topic in detail.
However, a brief overview of
things to look for follows.

* Look at the balance
sheet. This shows what the
cooperative owns (assets)
and who lays claim to those
assets (liabilities and equity).
The first concern should be
liquidity. How has the coop-

formance over several years.

A multi-year summary of
selected financial data will
show the company’s perfor-
mance over the past few
years. If the annual report
doesn’t have this section, pri-
or annual reports can be
used, as will be discussed in
the next section.

This section usually pro-
vides a quick overview of the
cooperative’s financial trends.
Usually it will include 3-5 years’ worth of comparisons. This
section may include sales, gross margins, net margins, assets,
debt and equity. Other information that might be included is
per-unit comparisons.

For example, a dairy cooperative could have its financial
data compared on a hundredweight basis. This section might
also include sources of patronage distribution and allocation.
For example, how much income was allocated to members
per bushel of grain delivered or gallons of petroleum pur-
chased? Financial ratios might also be found in this section.
Checking a company’s financial trends over several years pro-
vides a meaningful picture of where the company has been
and is heading. It also puts into some perspective the CEO’s
report and management’s discussion and analysis as to the
fu